ABSTRACT
INTRODUCTION
he concept of industrialization; i.e. the segregation of formerly tightly integrated value chains, has been around for several years now in the banking industry. Although banks and financial institutions globally have devoted substantial efforts and resources toward re-organization and restructuring of their value chains, an industry-wide paradigmatic transition toward distributed value chains has not yet fully occurred (Gellrich, et al. 2005) . However, the emergence of outsourcing as a business practice, coupled with a deeper penetration of Information and Communication Technology (ICT) in banks, is changing this landscape gradually.
The justification for outsourcing activities, such as cash management, research and business analytics, and other processes that otherwise are considered core to the banking business, lies in the argument that these activities, though essential to the bank, do not provide a unique competitive advantage. This implies that those activities, where a bank can do better than its competitors, and which generates a competitive advantage, are retained in house and the rest are outsourced (Chris, et al. 2004 ). The outsourcing strategy has shifted from product (and/or service) focus to that of differentiation and speed-to-market. Several studies pertaining to outsourcing in the financial services sector show a gradually growing trend in outsourcing, both in terms of nature and scope of activities outsourced, and also emphasize that outsourcing is a critical aspect of financial institutions to survive in today"s business environment (Federal Bank of New York, 1999).
The purpose of this research paper is to analyze business process outsourcing strategies for private and public banks in India and implications on the profitability of the banks.
The ownership of the outsourcing facility and the transfer of assets is also an important dimension of outsourcing. Dibbern and Heinzl (2001) , for example, distinguish between the procurement of a service from a legally independent entity (third-party vendor) and from profit centers with capital ties to the enterprise (e.g. subsidiary or joint venture). Another important dimension of outsourcing is the number of vendors engaged by a client (Lacity and Hirschheim, 1995; Lacity and Willcocks, 2001 ). An organization may choose to engage a single vendor (single outsourcing) for all its outsourcing needs or may engage multiple vendors for the same (multiple outsourcing) depending upon several factors, like nature of the activities, vendor"s capabilities, client"s ability to manage vendors, availability of vendors, and maturity of outsourcing market, and so on. Similarly, Gallivan and Oh (1999) analyzed various IT outsourcing relationships as business alliances and described client vendor relationship (single client/single vendor, multiple clients/single vendor and so on) and highlighted that these simple relationships may prove to be risky for the client due to the dependency on single vendor. Cross (1995) observed, at British Petroleum, that engaging single vendor poses a serious risk of vendor dependency, especially in an immature outsourcing market, and hence, it is prudent for the organizations to consider engaging multiple vendors for outsourcing.
The scope or the extent of outsourcing is also a very important dimension of an outsourcing decision. Albright (2003) , Lacity and Hirschheim (1995) , and Lacity and Willcocks (2001) use the terms "total" and "selective outsourcing" describing the coverage or scope of the outsourced services. In a total outsourcing arrangement, a client outsources a complete activity or a business process or an entire function, while in selective outsourcing, the client procures services from the vendors only partially. In this context, the vendors are normally third-party external vendors. Brawn and Winter (2005) have developed a conceptual framework of the outsourcing phenomenon by studying four dimensions of outsourcing; namely, outsourcing components (IT or business process), nature of activities (maintenance or development activities), service individualization (shared service or customization) and degree of independence (external or captive service provider).
As the outsourcing practice was getting widely adopted across several industries and geographies, coupled with the maturing of the vendor market and the outsourcing services being offered in a variety of packages, several new sourcing models have emerged during the late 1990s. Willcocks and Lacity (1998) describe six forms of the emerging models of outsourcing -value-added outsourcing, equity holding, multi-sourcing, co-sourcing, spin-offs, and creative contracting. Similarly, some studies describe different models of outsourcing based on the number of vendors engaged. For instance, Gallivan and Oh (1999) have described four outsourcing models; namely, Dyadic outsourcing arrangement, multi-vendor, co-sourcing, and complex sourcing.
RESEARCH OBJECTIVES AND HYPOTHESIS
This study examines the current practices pertaining to BPO among scheduled commercial banks 1 in India. It makes a comparison between public and private sector banks with respect to their outsourcing practices with reference to four dimensions of outsourcing; namely, model of outsourcing, vendor type, engagement model and contract period. 1 Scheduled commercial Banks constitute those banks which have been included in the Second Schedule of Reserve Bank of India(RBI) Act, 1934. The schedule includes only those banks that satisfy the criteria laid down by RBI vide section 42 (6) (a) of the Act. Being a part of the second schedule confers some benefits to a bank in terms of access to RBI"s support, especially during the times of liquidity constraints. This status also subjects a bank to abide by certain conditions and obligation towards the reserve regulations of RBI.
There is no significant difference among the public sector and private sector banks in their BPO practices with respect to the preference of the "model of outsourcing".
There is no significant difference among the public sector and private sector banks in their BPO practices with respect to the preference of the "vendor type".
H 3 :
There is no significant difference among the public sector and private sector banks in their BPO practices with respect to the preference of the "engagement model".
here is no significant difference among the public sector and private sector banks in their BPO practices with respect to the preference of the "contract period".
RESEARCH METHODOLOGY
The multi-level stratified sampling method was used for sample selection of the study. Of a total of 63 scheduled commercial banks (Annexure: A), which includes eight new private sector banks (before the takeover of Centurion Bank of Punjab by HDFC Bank in the month of May, 2008) 2 , 16 old private sector banks, 28 public sector banks (including SBI and its subsidiaries, and IDBI), and 11 Foreign banks, a sample of 30 banks was selected for the study. This sample represents 47 percent of the universe, and further, they disburse nearly 80 percent of the loans made by all scheduled commercial banks in India.
Further, a list of widely outsourced business activities by banks and financial institutions globally is prepared after reviewing the available literature on outsourcing. These activities are then broadly grouped into two categories -"horizontal business activities" and "vertical business activities". Horizontal business activities are those that are common across organizations, irrespective of the industry they belong to. Vertical activities are those that are specific to a particular business and industry. The list of activities thus identified was subjected to further screening using panel discussions involving senior bank managers and outsourcing vendors to make it suitable to the context of the Indian banking industry (Annexure: B). Further, various models of outsourcing, vendor types, engagement models and contract periods prevalent in the industry are also identified, screened and selected (Annexure: C).
Tools used for Data Analysis
Inferential analysis has been carried out by using statistical tools like t-test and chi-square (test of association) test. To test the hypotheses, chi-square test is used. While using chi-square test, Yates correction is applied to all those contingency tables where the expected frequency in one or more cells was less than 5.
DATA ANALYSIS AND RESULTS

Horizontal Business Activities Outsourced by the Banks
The value of t is conspicuous from the industry trends and the literature on outsourcing that states a significant portion of activities that are outsourced globally by different organizations across different industries in different countries, are horizontal business activities, e.g., customer care, payroll, recruitment, training and development, etc. These are basically supporting activities that are common across industries independent of the nature of the business of an organization. However, the study brings out some striking revelations (Table 1) about the outsourcing practices among banks in India. It is observed that both public and private sector banks have serious reservations in outsourcing their horizontal business activities. 75 percent of public sector banks and 70 percent of the private sector banks have preferred not to outsource their customer care and technical help desk activities. © 2011 The Clute Institute Further, for sales and marketing activities, it is observed that 80 percent of the public sector banks preferred not to outsource, while 60 percent of the private sector banks chose to outsource. A majority of banks preferred to retain the activities that involve direct dealing/interaction with the customer (e.g., sales, marketing, customer care etc.). While the private sector banks, with shortages of manpower, did not hesitate to outsource their sales and marketing activities to fuel aggressive growth plans, the majority of public sector banks preferred to retain sales and marketing activities in-house as this enables them to put their under-utilized manpower to productive use. Figures in parenthesis show percentages. * The difference is statistically significant A similar trend can be observed in the case of outsourcing of human resource recruitment, training and development, wherein 100 percent of public sector banks and 90 percent of private sector banks preferred not to outsource. Further, almost all banks preferred to retain recruitment, training and development of manpower inhouse, perhaps because banks already have their own well established staff training colleges and time tested and standardized recruitment, selection and training processes in place. Further, in case of public sector banks, the recruitment policy is bound by certain government policies (quotas and reservations, etc.) which may not be amenable to outsourcing.
It can also be inferred from the table that in case of finance and accounting activities, none of the banks, except for one private sector bank, preferred to outsource their activity. Several respondents have indicated that their banks are sensitive to accounting and financial figures and would not prefer to outsource such activities. However, some of the technology savvy banks have expressed no reservations of exploring the possibilities of outsourcing finance and accounting activities in the future. Similarly, in case of payroll and benefits administration activities, while 95 percent of the public sector banks have chosen not to outsource, 60 percent of the private sector banks responded affirmative to outsourcing. In the case of outsourcing of data entry, verification and validation activities, it is observed that 70 percent of the public sector banks did not outsource, while 60 percent of the private sector banks did outsource; and the remaining 40 percent private sector banks are willing to explore this option in the future.
The statistical analysis using t-statistics (Table 1) suggest that there is no statistically significant difference in the practices of public sector and private sector banks with respect to outsourcing of all horizontal business activities, except for two activities; namely, sales and marketing activities, as well as payroll and benefits administration services. As the outsourcing vendor market got matured and vendors gathered more experience in providing services for horizontal business processes, coupled with the increased severity of competition and margins getting thinner, the vendors ventured into offering specialized services for narrowly defined business activities that are specific to particular industries. Equity research, business analytics, treasury management, and clinical examination services etc., are some of the examples. These activities are called vertical activities in the outsourcing parlance.
Vertical Business Activities Outsourced by the Banks
It is observed ( Table 2 ) that both public and private sector banks are conservative in outsourcing their vertical business processes. This is evident from the fact that none of the banks have outsourced high end banking activities such as clearance and payment services, reconciliation services, treasury management, and foreign exchange management services. It is also very evident that public sector banks are relatively more conservative in outsourcing vertical business processes. For instance, out of twelve vertical business activities considered for the study, five activities are not being outsourced by any of the public sector banks; and in the case of three activities, only one out of 20 banks has outsourced; and in case of the remaining four activities, more than 60 percent of the banks preferred not to outsource. However, in case of private sector banks, four activities are not being outsourced by any bank; in the case of two activities, only one out of ten banks have outsourced; and for the rest of the six activities, between 20 percent and 70 percent of the private sector banks have confirmed to have outsourced. © 2011 The Clute Institute A close observation of activity-wise outsourcing reveals that loan/debt recovery services and ATM cash replenishment-related activities are most favored for outsourcing by both public and private sector banks. Private sector banks showed more active outsourcing with 70 percent and 60 percent, respectively, for each of these activities, while the figure for the same is only 35 percent in case of public sector banks.
The next favored activity for outsourcing was credit/debit card services where 40 percent of both the public and private sector banks have responded positively, while a few of them expressed their willingness to outsource in the future, once they introduce credit/debit card services. The reason for favoring it for outsourcing can be attributed to the fact that the entire process cycle in card services involves multiple processing agencies and stakeholders (e.g., card providers like Master and Visa), and the entire process is digitally executed, making it amenable to outsourcing. Further, card services are specialized services that call for sophisticated IT infrastructure; hence, these services are often procured by banks as ready-to-use from third-party vendors.
All in all, the statistical analysis reveals that there is no significant difference among public and private sector banks in respect of their outsourcing practices pertaining to vertical business activities, except in the case of two services; namely, cash management and imaging and printing services. In both cases, private sector banks showed a more positive response than the public sector banks.
There is an absolute conservatism among banks, both public and private sector, in outsourcing business activities. This conservative approach may be due to management"s attitude toward outsourcing; i.e., the managements of banks still do not perceive outsourcing as a prudent business practice, at least in the case of business activities. Another possible reason could be that the banks are not really prepared to outsource in terms of digitizing and standardizing their business processes. The reasons behind this conservatism in outsourcing business processes call for further investigation. As far as the model of outsourcing is concerned, it is very evident that banks, both in public and private sector, have preferred the "On-shore" model over the other two models of outsourcing. Nearly 77 percent of the banks have chosen "on-shore" outsourcing, while a mere 23 percent of them preferred the "nearshore" outsourcing model with respect to vertical business activities. A similar pattern could be seen in the case of the outsourcing of horizontal business activities with 90 percent of the banks preferring "on-shore" outsourcing model. It is also interesting to note that none of the banks preferred the "offshore" outsourcing model, particularly when they outsourced their vertical business activities. Only one private sector bank has chosen offshore as preferred model for outsourcing their horizontal business activities (Table 3 ).
Dimension 1: Model of Outsourcing
This pattern of preference skewed in favor of "on-shore" outsourcing model can be due to the existence of a matured vendor market in India that promises to deliver high-quality services at an economical rate. India has the widest vendor base with a proven track record of delivering low-cost advantage and superior service quality -a combination of benefits which cannot be found anywhere else in the world. Moreover, with on-shore vendors, it is believed that the client"s management can have the convenience of monitoring the vendor closely than that which is possible with nearshore or offshore vendors. Top managers at several banks have confirmed this as they expressed their preference to have the outsourcing vendors working on their premises (also called "onsite" service provision in the outsourcing parlance) so that effective monitoring of the vendor becomes easier.
Further, the premise of offshore model of outsourcing is rooted in the very possibility of substantial cost saving for the organizations in developed countries by exploiting the labor arbitrage available in the developing countries. This labor arbitrage is possible due to a significant labor cost differential prevailing between the developed and the developing countries. However, this advantage may not apply for the banks operating in India as their vendors are also operating in India. Further, they may not find any better offshore location where they can expect a cost advantage, yet without compromising on service quality and control that justifies such a decision. The decision by a few banks to opt for offshore or nearshore outsourcing may be driven by their need to augment gaps in their technology and/or specific skill sets.
The analysis further reveals that the pattern of preference for outsourcing models is more or less the same among public and private sector banks. Ninety-five percent and 80 percent of the public sector banks preferred "onshore" model for outsourcing horizontal and vertical activities, respectively. The corresponding figures for private sector banks are 70 and 80 percent for outsourcing horizontal and vertical activities, respectively. The statistic values (chi-square, χ 2 ) in both cases -outsourcing of horizontal activities (χ 2 = 0.2396) and vertical activities (χ 2 = 0.0243) -shows that there is no significant difference among public and private sector banks with respect to their preference for the model of outsourcing. It is observed that nearly 73 and 70 percent of all the banks surveyed in the study have preferred "thirdparty" vendor type for outsourcing their horizontal business activities and vertical activities, respectively (Tables 5  & 6 ). Further, 23 percent and 30 percent of the banks preferred captive vendor type in case of outsourcing their horizontal and vertical business activities, respectively, and few banks preferred joint venture arrangements. By and large, the third-party vendor type has emerged as the most preferred vendor type in case of outsourcing, irrespective of the nature of activity being outsourced. Joint venture vendor type has been the least preferred vendor type among the banks in India. It is interesting to note that 25 -30 percent of the public sector banks, especially bigger ones, have chosen to have their own captive vendors for outsourcing both type of business activities. Similarly, in case of outsourcing business activities, even private sector banks, preferred to have captive vendors rather than engaging in joint ventures (Table 4 ). This pattern of preference for captive vendors by public sector banks can be due to the size and scale of operations of some the public sector banks (e.g., SBI, Canara Bank, etc.) which justifies setting up of captive services center.
Dimension 2: Vendor Type
It is also observed that a few respondents preferred a combination of both captive and third-party or joint venture and third-party vendor types, depending on the nature of the services required and the degree of control the management wanted to exercise on the vendor. The inclination to have more control on outsourcing vendors reflects © 2011 The Clute Institute the conservative nature of public sector banks. However, many of them didn"t have any choice but to engage thirdparty vendors owing to the constraints of size and scope of activities, as well as limited financial and technical abilities to justify having a captive center or a joint venture. Hence, the majority of them had to choose third-party service providers for outsourcing their business activities.
A close look into the figures reveals that 70 to 75 percent of public sector banks preferred third-party vendor as compared to 25 to 30 percent who preferred captive and few that preferred joint venture vendor types. The trend is the same among the private sector banks with 70 to 80 percent of them preferring third-party vendors compared to 20 to 30 percent who preferred captive vendor types and a few preferred joint venture vendor types. The chi-square statistic values (χ 2 ) suggest a similar pattern of outsourcing practices among public and private sector banks in India in terms of the preference for vendor types in both cases -horizontal activities (χ 2 = 0.1552) and vertical activities (χ 2 = 0.1786).
The preference for third-party vendors is more pronounced, especially when developing in-house capabilities involve more time, money and managerial resources, while the same services can be availed in substantially lesser time and at a relatively lower cost from the matured vendors with superior competencies. Further, it also relieves management to focus on the core business, while leaving the non-core activities to the specialists. Of course, there are a few conservative banks that preferred captive vendor type as they preferred having more control on the vendor and over their processes and did not mind having the additional burden of managing more people on their own, although as a separate legal entity. Some of the respondents expressed that by having a separate entity (a captive unit) for providing outsourcing services, banks can circumvent some of the ills of their permanent employment policy while retaining control over the vendor and on the outsourced activities.
Dimension 3: Engagement Model
Engagement model implies the number of vendors a client engages for outsourcing. A client can engage one or more vendors to procure one or more services. Engaging a different vendor for every different type of activity outsourced; i.e., multiple vendor engagement model (which requires management to deal with multiple vendors at the organizational level) emerged as the most preferred vendor engagement model among both public and private sector banks with respect to the outsourcing of both horizontal and vertical business activities. It is observed that 67 to 70 percent of the banks surveyed preferred multiple vendor engagement model and 23 to 26 percent reported to prefer engaging single vendor for outsourcing their horizontal and vertical business activities, respectively. The remaining seven percent of the respondents preferred the multi-sourcing engagement model (Table 5) . Thus, it is evident that, by and large, the multiple vendor engagement model remains a preferred choice among public and private sector banks with respect to outsourcing of their business activities.
It is interesting to note that despite the risk of vendor lock-ins, and the banks" management being aware of that, a few banks have expressed that they preferred dealing with a single vendor for all their outsourcing requirements or one vendor for every category of activities outsourced. Such preference can be attributed to two major reasons; namely, fear of novelty and problem of scarcity. Fear of novelty is due to the fact that it is new for most of the banks in India to adopt outsourcing as a business practice, and hence they prefer dealing with a lesser number of vendors in the initial days, which will help them understand and adapt to the initial challenges in managing outsourcing deals and outsourcing vendors.
On the contrary, the problem of scarcity is due to the fact that the business process outsourcing phenomenon being relatively new, vis-à-vis -IT outsourcing -in India, the vendor market for business-related services is not as matured as it is for the IT services. Therefore, it is very difficult to find a single vendor capable of providing a full range of services. Nevertheless, it is much easier to find several vendors for each category of activities, like human resources management, financial and accounting management, ATM management, printing and imaging services, business analytics, etc. Thus, the banks were prompted to engage one vendor for each activity they outsourced; in other words, choose multiple vendor engagement models. The above analysis and the chi-square statistic values, horizontal activities (χ 2 = 0.1552) and vertical activities (χ 2 = 0.1786), show that there is no significant difference among public and private sector banks with respect to their preference of engagement model for outsourcing their business activities.
Dimension 4: Contract Period
Another important dimension of outsourcing considered for the study is the "contract period"; i.e., the duration of an outsourcing engagement. The three contract periods are defined as short-term (1-2 years), mediumterm (3-5 years), and long-term (5-10years) based on the duration of the contract. The majority of the banks -63 percent -preferred medium-term contract periods while outsourcing business activities. Only 10 percent of all the banks preferred to have long-term contract periods for outsourcing business activities. It is also observed that while 40 percent of the public sector banks preferred short-term contract periods, none of the private sector banks preferred it. Similarly, while 50 percent of public sector banks preferred medium-term contracts, 90 percent of the private sector banks preferred it. Only 10 percent of the banks in both categories showed their preference for long-term contract periods (Table 6 ).
This clearly indicate that the medium-term contract period is the most preferred choice in outsourcing engagement, with respect to the outsourcing and irrespective of the nature of the activities being outsourced. However, it is interesting to note that a few public sector banks preferred to have a short-term contract period. This is due to the apprehensions about the efficacy of outsourcing as a business practice or may be because such business arrangements are new to them and hence, they wanted to try and test the vendor"s ability to deliver the desired results for a short-term period before committing for a medium or long-term outsourcing engagement. © 2011 The Clute Institute
Further, a few banks, by policy, do not commit for long-term contract periods. Further, contracts are mostly issued by calling tenders, and it is always preferred to have a contract period for a medium term of 3 to 5 years; otherwise, it will be very difficult to find a good vendor willing to take up the contract. Hence, the preference for a medium-term contract period is conspicuous among all the banks. Of course, there are a few banks that preferred long-term contract periods; however, it was especially for those banks where the service providers were their captive vendors.
Further, several banks, as directed by the corporate strategy and policy, do not commit to contracts for too long or too short a period. One, the outsourcing literature showed failure of long-term outsourcing contracts on several occasions, hence it is a common place for organizations not to prefer long-term contract unless it is an arrangement with a captive or joint venture vendors. Two, banks in India being conservative, especially the public sector banks, would want to experience the process of outsourcing and all its aspects so that they can be comfortable before committing to long-or medium-term contract periods.
The chi-square χ 2 statistic values, in both cases, horizontal activities (χ 2 = 4.1376) and vertical activities (χ 2 = 4.1376) shows that there is no significant difference among public and private sector banks with respect to their preference of contract period for outsourcing their business activities.
CONCLUSION
The analysis suggests that the majority of banks in India, both public and private sector, are outsourcing business-related activities. However, public sector banks are behind in outsourcing activities in comparison to private banks because of government regulations that have imposed restrictions for avoiding risks related to data security and data confidentiality. Private sector banks, to combat the competition, have adopted more aggressive strategies with respect to outsourcing of business activities. Most of the banks chose to outsource basic business activities, such as data entry, verification and validation, credit/debit cards services, etc, but only a few banks outsourced the advanced business-related activities, like cash management, treasury management, foreign exchange management, etc. Further, several public banks even expressed their reservation in outsourcing those business activities which involved customer interaction and those related to human resource training and development. The reasons for the same are the existence of sufficient in-house facilities and standardized practices, as well as policy guidelines of RBI, on outsourcing by banks.
It is also observed that almost all banks preferred having on-shore outsourcing irrespective of the type of activities outsourced. This could be due to the existence of a matured vendor market which promises delivery of quality services at most economical rates in India. Moreover, it is convenient to monitor on-shore vendors closely. It is interesting to note that the majority of banks preferred to engage third-party vendors for outsourcing engagements, although there were a few public sector banks that preferred having their own captive vendors for a purpose. The shortage of in-house resources and capabilities, on one hand, and the existence of a competitive vendor market, on the other, have prompted banks to choose third-party vendor types as the preferred model for outsourcing. Further, outsourcing to a third-party vendor relieves the banks to focus on their core competencies, while leaving the other activities for the specialists to do on their behalf.
It is also noticed that the majority of banks preferred dealing with a single vendor for providing all services -and in some case, one vendor for each activity -for outsourcing business-related activities. The reason for this is that it is new for the banks to adopt outsourcing as a business practice; hence, they prefer dealing with fewer vendors in the initial days, which will enable a better understanding of, and adaptation to, the initial challenges of outsourcing. Another noteworthy observation is that the medium-term contract periods of three to five years have been the most preferred choices for outsourcing, irrespective of the type of activities outsourced. Several public sector banks, however, preferred short-term contract periods, especially for outsourcing business-related activities. The reasons for the same are rooted in the banks" policies and practices related to awarding contracts to apprehensions due to the novelty of outsourcing as a business practice for their organizations. Further, there were a few banks that preferred long-term contract periods, but that was especially in those cases where the service providers were captive vendors (the bank"s own subsidiary) of the bank. Overall, it can be inferred from the above analysis that the statistical evidence does not show any significant difference in the outsourcing strategies and
